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REQUEST FOR REVIEW BY WALNUT HILL TELEPHONE COMPANY 
OF A DECISION OF THE UNIVERSAL SERVICE ADMINISTRATOR AND 

PETITION FOR WAIVER 

Walnut Hill Telephone Company ("Walnut Hill"), by its attorneys and pursuant to 

Sections, 1.3,32.18,54.719, and 54.722 of the Commission's Rules, hereby respectfully submits 

this Request for Review of a Decision of the Universal Service Administrator and Petition for 

Waiver, nunc pro tunc, of the requirements of Section 32.27(c) of the Rules. Application of the 

rule would require Walnut Hill to record certain equipment lease payments to an affiliate at a 

fully distributed cost and reduce the company's high-cost recovery, where the company could 

have avoided this outcome by choosing a more expensive leasing arrangement from a third party. 

Walnut Hill requests that the waiver include the period of time during which the lease payments 

were made in 2004 and 2005 through the present. 

As described below, a waiver of the rule is justified, and the Universal Service 

Administrative Company's ("USAC") decision in Audit No. HC-2009-FL056IFollow-up Audit 



'. 

HC 2007-166 to recover amounts associated with the equipment leases should be reversed. In 

support hereof, the following is shown: 

I. Background 

Walnut Hill is a small, rural, incumbent local exchange carrier providing exchange and 

exchange access telecommunications services in southwest Arkansas, study area code 401729, 

with approximately 4170 access lines. 

From April 16, 2010, to August 4, 2010, Walnut Hill underwent an audit under the FCC's 

Office of the Inspector General audit program pertaining to disbursements made from the 

universal service fund ("USF") during the twelve-month period ended June 30, 2007. The audit 

was conducted by KPMG, LLP, ~hich provided its final report to the USAC on August 4, 2010.1 

Part ofKPMG's findings included a determination that twenty six lease payments made 

for vehicles and other work equipment by Walnut Hill to its parent company, Townes 

Telecommunications, Inc., ("TTl") were not recorded in compliance with Section 32.27(c)(3),2 

which requires services received by a carrier from an affiliate that exists solely to provide 

services to members of the carrier's corporate family be recorded at full distributed cost. 

Specifically, KPMG determined that Walnut Hill's use of the actual cost of equipment leased to 

Walnut Hill, rather than fully distributed cost, was a violation of the rule and resulted in HCL, 

LSS, and ICLS disbursements that were higher than they would have been had they been 

recorded at fully distributed cost. 3 Based on this report, USAC determined it would recover 

I Walnut Hill Telephone Company Follow-up Audit Number HC-2009-FL056, prepared by KPMG for USAC, 
August 4, 20 I 0, relevant portions attached hereto as Appendix A. (KPMG Report). 
2 KPMG Report at 15. 
3 KPMG Report at IS. 
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$447,967 in high cost support in relation to the equipment lease discussed above~ from future 

USF disbursements to Walnut Hil1.4 

Walnut Hill appealed USAC's decision by letter to USAC on the grounds that applying 

the rule to Walnut Hill created an unreasonable and uneconomical result, and asked USAC not to 

apply the rule in this circumstance. S In its letter, Walnut Hill argued that it is unreasonable to 

expect a small company like Walnut Hill to purchase such equipment itself, due to the 

equipment's capital-intensive nature, and the fact that the lease rates from the corporate affiliate 

were less than those available through a third party.6 Thus, under the circumstances, the most 

reasonable and economic course for Walnut Hill was to lease the equipment from TTL Walnut 

Hill demonstrated that it would have been charged a lease rate greater than the rate it paid if it 

had leased from a third-party vendor.7 In other words, Walnut Hill's lease expense was 

significantly reduced by leasing the equipment from TTL Walnut Hill thus requested that USAC 

accept fair-market value data rather than the fully distributed cost to determine that Walnut Hill's 

USF disbursement was reasonable for the twelve month period ending June 2007. 

While USAC recognized Walnut Hill's arguments, it nevertheless rejected the appeal 

without addressing the merits of Walnut Hill's argument, solely on grounds that only the 

Commission could waive application of the rule. 8 Therefore, Walnut Hill respectfully submits 

this request for waiver, nunc pro tunc, of Section 32.27(c), and for review and reversal of 

USAC's decision to recover the funds in question. 

4 Leiter from Craig Davis, Director, High Cost, USAC, to Debi Nobles, Vice President, Regulatory Affairs for 
Walnut Hill, dated October 5, attached hereto as Appendix B. 
, Letter from Benjamin H. Dickens, Jr., of Blooston, Mordlcoftky, Dickens, Duffy, & Prendergast, LLP, to High Cost 
and Low Income Division, USAC, dated Letter Nov 29,2010, attached hereto as Appendix C. 
61d. 
7 Id. 

8 Letter from Universal Service Administrative Company to Debi Nobles, Vice Pres ident, Regulatory Affairs for 
Walnut Hill, dated October 24, 2011, attached hereto as Appendix D. 



n. Section 32.27 Requirements 

Section 32.27(c) requires that, "For all other services sold by or transferred to a carrier 

from its affiliate, the services shall be recorded at no more than the lower of fair market value 

and ful1y distributed cost." 9 Subpart (3) of the 32.27(c) further specifies that, "[a]ll services 

received by a carrier from its affiliate(s) that exist solely to provide services to members of the 

carrier's corporate family shall be recorded at fully distributed cost.,,10 

III. Waiver Standard 

Section 32.18 sets out the standard for a waiver of the provisions of the Part 32 

accounting system. Under that section, waiver is appropriate where "such a waiver is in the 

public interest" and the applicant's request for waiver "expressly demonstrates that: existing 

peculiarities or unusual circumstances warrant a departure from a prescribed procedure or 

technique; a specifical1y defined alternative procedure or technique will result in a substantially 

equivalent or more accurate portrayal of operating results or financial condition, consistent with 

the principles embodied in the provisions ofthis system of accounts; and the application of such 

alternative procedure will maintain or improve uniformity in substantive results as among 

telecommunications companies." 

9 47 CFR 32.27(c). 
10 47 CFR 32.27(c)(3). 



The Commission has, on several occasions, waived the accounting requirements of 

Section 32.27, where the public interest was served by allowing a carrier to avoid unnecessary 

expense, 1 
I albeit under different factual circumstances. 

Section 1.3 of the Rules states, in relevant part, that "[a]ny provision of the rules may be 

waived by the Commission on its own motion or on petition if good cause therefor is shown." 

According to controlling precedent,12 a rule waiver "may be granted in instances where the 

particular facts make strict compliance inconsistent with the public interest if applied to the 

petitioner and when the relief requested would not undennine the policy objective of the rule in 

question.,,13 The Commission has held that, "a waiver is appropriate if special circumstances 

warrant a deviation from the general rule, and such deviation would better serve the public interest 

than strict adherence to the general rule.,,14 

V. Argument 

The requested waiver meets the standards of the Commission's waiver rules and 

applicable precedent. Walnut Hill acted reasonably and in an economic fashion when it leased 

the equipment at issue from TTL However, application of the rule would have the perverse effect 

of requiring Walnut Hill to have pursued a more costly alternative for the same services. 

11 See, e.g., In the Matter of US Wesl lne.: Petition for Waiver of Section 32.27(c) of the Commission's Rules. 15 
FCC Red 4400 (2000) (granting a waiver to allow US West to use fully distributed cost rather than incur the expense 
ofa fair market valuation); In the Matter of Veozon Telephone Companies: Petition for Waiver of eetion 32.27(e) 
of the Commission's Rules, 17 FCC Red 6997(2002); In the Matter of Ow est Services Corporation: Petition for 
Waiver of Section 32.27(c) of the Commission's Rules, 18 FCC Red 770 (2003). 
12 WAIT Radio v. FCC, 418 F.2d 1153 (D.C. Cir. 1969), appeal after remand, 459 F.2d 1203 (D.C. Cir. 1972), cerl. 
denied, 409 U.S. 1027 ( 1972). Northeast Cellular Te lephone Company v. FCC, 897 F.2d 1 I 64(D.C. Cir. 1990). 
13 See, e.g., In re Joint Waiver Request by Stratophone. LLC & SlyTel Spectrum. LLC, 25 FCC Red 8581,8587 
(F.C.C. 2010) at n54. 
14 In the Matter of Request for Waiver of Section 54.61 1 of the Commission's Rules; Unicorn. Inc. Anchorage. 
Alaska; Rural Health. Care Universal Service Support Mechanism. 21 FCC Red 11240. 11243 (2006), citing 
Northeast Cellular. 



As shown in the list of third-party lease rates obtained by Walnut Hill and provided to 

USAC in its letter of appeal, 1 5 Walnut Hill would have paid a greater lease rate for most of the 

leased items if it had leased this equipment from a third party vendor. 16 Taken in total, the lease 

rate from a third party vendor would have been approximately 15% to 20% higher, depending on 

whether equipment was leased at monthly or annual rates. 

Granting the waiver thus satisfies the public interest requirements of both 32.18 and 1.3. 

The Commission's policy objective in promulgating its affiliate transaction rules was to protect 

the public (and underlying rates paid by the public and subject to regulation) from less than 

arm's length transactions which routinely occur in the carrier market. It is surely in the public 

interest, then, to avoid the application of the instant rule, where it would otherwise increase the 

cost of service. 

Specifically, when the Commission last revised 32.27 to include the present language, 17 it 

recognized that, "our current treatment of services that are neither tariffed nor subject to 

prevailing company prices made generally available may in fact reward a carrier that acts 

imprudently when buying . .. and selling services to an affiliate."1 8 Previously, the rules required 

services purchased from a non-regulated affiliate at fully distributed cost, regardless of whether 

that figure was higher or lower than fair market value. The Commission was concerned that a 

carrier would intentionally pay more for services purchased from an affiliate, despite lower rates 

being available from third parties, which would in turn harm rate payers. In this case, the exact 

opposite effect is occurring: the rule is discouraging a carrier from paying less for services 

purchased from an affiliate, compared to higher rates available from third parties. Grant of the 

IS ~ Appendix C at Attachment A. 
161d. 

17 fn the Matter of Implementation of the Telecommunications Act of 1996: Accounting Safeguards Under the 
Telecommunications Act of 1996, II FCC Rcd 17539, 17541 (FCC 1996). 
II rd. at 1145. 



requested wai ver would thus reward efficient behavior with consequent benefit for consumers, 

consistent with the Commission's policy. 

The remaining requirements of Section 32.18 are satisfied as well. As described above, 

waiver is appropriate under Section 32.18 where a carrier shows i) existing peculiarities or 

unusual circumstances warrant a departure from a prescribed procedure or technique; ii) a 

specifically defined alternative procedure or technique will result in a substantially equivalent or 

more accurate portrayal of operating results or financial condition, consistent with the principles 

embodied in the provisions of this system of accounts; and iii) the application of such alternative 

procedure will maintain or improve unifonnity in substantive results as among 

telecommunications companies. 

Because Walnut Hill's affiliate lease payments were less than third party vendor rates for 

the same equipment, its choice was economic and warrants a departure from the rule. Moreover, 

its lease rates portray more accurate results for the cost of these services in the market, and 

should improve unifonnity among its peers, since it would not have been artificially imputed to 

have utilized an uneconomic alternative. The request rule waiver therefore should be granted. 

Walnut Hill also seeks review of the USAC decision. For reasons described in the 

foregoing discussion, the Commission should also review and reverse USAC's decision to 

recover funds associated with the leasing arrangements. USAC's decision to recover the funds at 

issue here appears based entirely upon its inability to waive application of the rule as requested 

by Walnut Hill. Therefore, grant of Walnut Hil1's Petition for Wavier, nunc pro tunc, will 

remedy the issue identified by USAC as grounds for its decision, and the decision should 

subsequently be reversed. 



" 

VI. Conclusion 

For the forgoing reasons, Walnut Hill respectfully requests the Commission grant its 

petition for waiver of Section 32.27(c) in the above-described circumstances and reverse the 

USAC decision to recover USF amounts associated with the above-referenced equipment. 

Good cause exists to waive the requirements of Section 32.27(c) of the Commission's 

Rules because, as discussed above, application of the rule in this circumstance creates a perverse 

incentive that runs counter to the Commission's policy underlying its affiliate transaction rules. 

Therefore, the public interest will be served by granting the requested waiver, and the requested 

reversal ofUSAC's decision. 

Since USAC's decision to recover the above-referenced amounts is based on its inability 

to waive Section 32.37(c), Walnut Hill also respectfully requests the Commission also reverse 

USAC's decision. 

8100ston, Mordkofsky, Dickens, 
Duffy & Prendergast, LLP 
2120 L Street, N.W. 
Suite 300 
Washington, D.C. 20037 
Tel: 202-828-5540 

Filed: December 20,2011 

Respectfully submitted, 

Walnut Hill Telepbone Company 

- --_._ --- _. -- . . 
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DECLARATION OF DEBORAH NOBLES 

I, Deborah Nobles, do hereby, under penalty of perjury, declare and state as follows: 

]. My name is Deborah Nobles. J am employed by Walnut Hill Telephone Company 
("Walnut Hill") as Vice President of Regulatory Affairs. In that capacity, I am familiar 
with Walnut Hill's filings with the Universal Service Administrative Company 
("USAC") and its compliance with the Commission's rules. I am also familiar with the 
audit conducted on behalf ofUSAC regarding Walnut Hill's compliance with the 
requirements of the Federal High Cost Universal Service Program for the period of time 
considered in the foregoing ReQuest for Review by Walnut Hill of the Decision of the 
Universal Service Administrator and Petition for Waiver ("Petition for Review"). 

2. In accordance with Commission rule 54.721(b), I have review the factual assertions set 
forth in Walnut Hill's Petition for Review and hereby certify that such factual assertions 
are true and correct to the best of my knowledge. 

~~~'-A 
eborah Nobles 

Dated: \~ lao I \\ 



CERTIFICATE OF SERVICE 

The undersigned hereby certifies that on the 20th day of December, 2011, a copy of the 
foregoing Request for Review by Walnut Hill Telephone Company ofa Decision of the 
Universal Service Administrator and Petition for Waiver was served upon the following by 
US Mail, postage prepaid: 

Universal Service Administrative Company 
2000 L Street NW, Suite 200 
Washington, DC 20036 
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Certified Mail, Renun Receipt Requested 

September 28, 2010 

' . 

High Cost and Low IllcCime.Diytsion 
-"~----.,,".---,' -~-

RE: Results of the Foll()w-Up Audit to the 2007-2008 Federn1 Comr,nunicatiolls 
Cominission (F-CC) Office oillie InSpector General (OIG) Audit 

De.ar BeneficiaI)': 

Enclosed are the fma1.izt:dreport.froffi: and t,he USAC High Cost Management R~ponse 
to, the follow-up aucm loyour FCC oro audl~ lllchided iIi JIlt) High Cost Man:ageolent 
Response may be directives required for thecl~ of aUdit findings and/or comments: 
PleaSe complete any such foJ/ow-;up' measUres and. provide documentation of corrective 
actions to USAC llghC9st within 60 days ot' receipt' of this letter, if appliCable, . . . " . 

As·is the ease with MY ,ac.¥n.iillstrali.v(decision Q,ad.e by US.,\C, yOl;1 )lave l.be right to 
appeal fhidings andi'oT'cOmmcOis withlri the al!4.i~an:d FI.igQ'Cosr.Managemeot ResJX>nse. 
You m~y appeal to' USAC or' the,;FCC, and ,the appeal must be filed within 60 days of 
rec.eipt. oftbis letter. A~4itioIiiil information abolit the appeills'prQCess may be found at 
ht1p://www.usa£,orglhclaboutifiling-ilpPl:nls,aspx. 

If you have any questions, plea,,!c contact the High Cost.Pr,ograOl at 202-716~0200 or 
p.caud~~usac.or~. Please direct all High Cost audit correspondence to either tbe e-mail 
a:dCkeSs above Qr:" .. 

USAC 
Attn: He Audits . 
2000 L Street. NW 
Suite ~dO 
Washington., DC200~6-

SinCerely~ 

/figh C.Qst Program ~e.men' 

'Enclosure: final Audit Report 

'. 

200-J ~StrBel, N.W. S"ileiOI} W"eJ;~~9lcr~ i;q2'~3&' \-'eke 202,7T6Jj200 FaiC 20i.716,OOSO wVv»'~U'''C;,QIY-
_.a ,.... ... . - .:.~I.-r. : ..... - , .. ·:.·-:-I ': ~" . 
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2. HC-l009-FL056-F02: Unsuppor ted and Jnapprooria tely Classified Expenses 

Con(litiOJl Thirty of Ihe 45 expense samples selected for t~sling were identified as 
ex.ceptions. The details are as follows: .. . 

a) Twenty six or the 30 exceptions related 10 lease payments, of 
$94.7l7 per monul, for Vehicles and Other Work Equipment, made 
by the Oeneliciary [0 its parent company (IT I) , were unsupported. In 
addition. these leas!! paymentS we.n~ not in compliance with FCC 
Rules and Orders governing affiliate transactions an~ . were 
determined ·uSing a "fair milTketvalue" rate; \vheri .the Ru.lesrequire 
that such transactions be recorded on a fully distributed cost basis. 
These eKpenses totaled $2; I 17,978; $1,059,010 for 2004 and 
$1,058,968 'for 2005. 

b) T,>{o of the 30· exceptions telatedto expenses that were ina.ccu~Te1y 
recorded in a regulated accoilnt (Account 672015 - Other Expense); , 
insTead of a nOll-regulated ' expense account (Acco'unt 93]] 45 -
I.nternet Expense). These expenses totaled Sl 0,776 and were for . 

Page 14 of 30 
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processes:, goYllroing,the 'affiljate transndions. In ,addition; t/:le Bcneticiary 
shOilld establjsh an appropriate , ni~thodology 1'0 record theexpensl: 
amo~ terthe ,appropriate .re~ate:d or notJ-regUlat~d accounts. 

Beneficiary R~pon~e ~ c;omJ)any t~kes lssue wilh the , fi~l r item in this ' ftnding. The 
Compauy notes ,initiAlly , that its parent Company TTt is If holding 
com patlY ,wbQ~ priln'lU)' ~ncJlons are:- ( I) ~o search out aud eValuilf,e 
potCll~l' i.nvestments in a bro~ range ,of telecommunications and non
telec.()llllT!vni-c~i0':ls busineSseS; 8Jld (b) to, make investments if and when 
I'hey are d~i),l~d be~e:flcial an\! ,:.lppropri~<! to TTl and itc; owners. ' TTl is 
cleacly'jUld obvioUsly not an llffijiqte of the C,9Jopany that exists ~'spleIY [0' 

provjde services to ),oembers af the (Company's) cOrporate family." 
Tberefo're;' any lcases oc other services' received hy the, Company froril 
TTlllIen'ol governed by 1he Aoal.s,eolellCe of Sec~on 32.27(c) P) otthe 
PCC Rules ,<qId are not required ro b~ 'Te1;Orded solely ar fully diStributed 
cost. 

KPMG Response 

The Company offered to provide KPMG with data regarding lhe fair 
m:l(kel value or the leases, for Vchides and Other Work Equipmem', 
provided by iTr t.o nl~ Company;, However; KPMG refused to accept ' 
~uch da,la 'n:gardi'ng lhl:! fai.r market va,lue of the leases ' and lease 
payments: 

n~Cl COlllpany ,,\\fiJl provide <I mort: detailed response to the "Lease 
P~yTllent for Vehicles and OI.her Work Equipmcnl" iTem if and when 
KPMG pfoperl)' cansid~i-s' fair markctv!.Ilue data, and iS$ues ,11 revised 
Finding, 

The Company agr.ees with the second item in this findihg. Tho Ctll11pany 
h~ i~?J'emented procedures too review ROO · appro~e the accollnt 
classillcatiuo of 'charges , between Ih~ regulilted <lnd , nonregulated 
9peratlons. Th~ second' fmdinf was actl~~ly di.scQ~red by the Compuny ~ 
and corrected, witl\io 2005, but the Company did faU to ~Iilssify two 
invoices to the nom:egu[ated operati~. ' 

The Comp~ny agrees with i4e third item. in this tin ding, The Company 
has lmpl~enred p~edure·9 ,' tO, review and 'approve the al,~ui1t 
classification of vendor invoices, The items idlmtified I.n the third 'finding 
were discovered in 2D04 by Ina Company and correele4 on n f'.' ling ', 
fQrwaid b'!Sis. 

, The C~mpany has not half ' suffici~t: time ' and has not received 
doc,umenIilliofl from KPMG. in ,l!4eqnale' enough detail· Lei· verj1); : thc 
cu/cuhiliQJl:S of the impacts 6ft.'Je s~ond iind Ihird items oft HCL;',LSS or' 
ICLS disbu~entenis. ' ' 

The pa,reot Company 'TTl p~o",des .Ydiic,le and -equipment lease S¢f"iees 
solely -t~ the BenefiCiarY: 1(P-MO, requeSted ,ITI and the Benenci'sry In 
provide documenllltion supporting Ihe fully ,distriblllcd cbs! 'of l~ 
\ie-hides involved in Ihe lea.sc paym 015. which lJ:Iey were unable LO 

pnividc. 

In adQi,lion, all findings were fornii.lly communicar.ed ,ar the cnd, of 
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KPMG ~espo~e 

been reviewed by NECA at the tiq;e !t waS made. While there was some 
COncern about whether the 'aojustml!nt 10. torrect prior year deferred ia.xeS 
was correct, the adjustnrent . was allowed to remain in the cOSl ,study. 
After further discussions with rbe KPMG ta.x personnel, it was detenl1ined 
tha,t the adjustment sh~uld not hove impacled'operating·tax expens~. 

, , 

The' Company has not· had 'silfficient time and haS' not received 
documentation from KPMG 'in 'adequate enough detail'to verity the 
calculations 'of the impi:lct~ shown In this report c;m HCL, LSS or ICLS 
disbursements. . 

. . .,. . 
A.11 tinc!ings were formally communicated at the end of fieldwork. Thus, 
the Beneficiary'h:td over four weeks to review the monemry impacts. 
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By Caddied. Mail .. Return Receipt Requested 

October 5, io 1 0 

Debl Nobles 
Vice President, RegvlatorY Affairs 
Walnut Hill Telephof)eCompany 
-505 Plaza Circie, Suite-200 -
OrCH.lgepark; f" :,32D73 . 

High Cost and Low Income Division 

Re: Action to ~ Taken Re5uJtiilg frofn tiigh Cost AuditofWalniJt HiD Telephone Company (SAC 
401729j Audit RepOrt HC-2009-FL-056, FolloW4Jp AUdit to HC-2007-166 

~ar 0$ NObles: 

A follow-up audit of Walnut Hill Telephone Company for Study Area Code. (SAC) 401729 was 
conducted on behaif anne USAG 'n'terral AUd'it Division (lAD) and ~e Federal Communications 
Commission (FCC) Office of Inspector Genera! (OlG) for the period July 1, 2006 through June 30, 
2007. The final report fromthatfOllow-up was sent to the comp.any on Septemb~t28, 2010, 

As is USAC's policy wilt!. adverse or d~c!~irT!er Qpiriions, the follow-up aU<1it Was required til 
quantify the mO!letary effect of aud~t HG-2007-166 conducted by'Deloitte & Touche LLP. The 
effect quantified wlU result in a recOvery of $1,594,057 of High Cost support for SAC 401729. 
Please refer to the audit report for detlilils oo-th!;! fuhd::; bein!Fecovered. USAG will recover these 
funds from your Dec.em~r 2010 High Cost support· payment, which will be disbursed at the erid 
of January 2011 . 

Consistent with current a~mini~trative prac\ice .. if the recovery.amount exceeds the comparWs 
disbursement for lha~ month, USAC will con,ljn~,to offset the rerpaining. recovery amount balance 
against subsequent ~igh CoSt sup,port disbl!~ments \.Inti! s,uch time as the full amount is 
recovered, If necessary, USAC reserves the right to invoice and collec~ any remaining amounts 
owed. 

As is the case with any d~ision of llle USF administrator, you have the right to appeal this 
decision directly to the FCC pursU<inl t94'7 C.F,~. § 54.719. The appeal mu.st be filed wiltlin 60 
days of the dale of this letieras required:by 47 C,F.R. §. 54.720(8) and must coriform to the filing 
reqLljrefTl~nts cf47 C.F.R. §.5l\, 72 L Additiona.! infOr'r:nation ,a:bout the FCC .appeals Process may 
be found at http://WWW.usac.orWhdaboutlfjling-appeals.asox under ·OPTION S: 

'Sincerely, 

Craig Davis 
Difeclor, High cost 

.. ~ _,' '.I~ • .1" •• _ . .. 
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BLOOSTON, MORDKOFSKY, DICKENS, DUFFY & PRENDERGAST, LLP 
2120 L STREET, NW, SUITE 300 

HAROLD MORDKOFSKY 
BENJAMIN H. DICKENS, JR. 
JOHN A. PRENDERGAST 
GERARDJ. DUFFY 
RICHARD D. RUBINO 
MARY J. SISAK 
O. CARY MITCHELL 
SALVATORE TAJUEFER, JR. 

ARTHUR BLOOSTON 
1914-1999 

By Electronic Mail 
Letter of Appeal 

WASHINGTON, DC 20037 

(202) 659-0830 
FACSIMILE: (202) 828-5568 

November 29, 2010 

High Cost and Low Income Division 
Universal Service Administrative Company 
2000 L Street NW, Suite 200 
Washington, DC 20036 
hcfilings@hcli.universalservice.org 

Re: Walnut Hill Telephone Company 
Study Area Code No_ 401729 

AFFIUAlED SOUTIi AMERICAN OFf1CES 

ESTUOIO.JAUREGUI8:AssocIAn;$ 

BLIENOS AIRES, ARGENTINA 

RoeERT M, JACKSON 
OF COUNSEL 

PERRYW_ WOOFTER 
LEGlsLA nVE CON."iUL TAN,. 

EUGENE MAUSZEWSKY.J 
DIRECTOR OF ENGINEERING 

WRITER'S CONTACT INFORMATION 

(202) 828-5510 
bhd@bloo.stonlaw.com 

Audit No. HC-2009-FLOS6, Follow-up Audit to HC 2007-166 

Dear Sir or Madam: 

Walnut Hili Telephone Company ("Walnut Hill") hereby appeals Finding 2a of the USAC 
Management Response, dated August 10, 2010, regarding the referenced Improper Payment 
fnfonnation Act Audit of the High Cost Program of Walnut Hill, Walnut Hill received the USAC 
High Cost Management Response on October 1,2010, so that this appeal is timely filed, 

Contact Information 

The contact infonnation for the Walnut Hill representatives who can most readily discuss this appeal 
with USAC is: 

Deborah Nobles 
Townes Telecommunications Services Corporation 
505 Plaza Circle, Suite 200 
Orange Park, Florida 32073-9409 
Telephone: 904-688-0029 
Facsimile: 904-688-0025 



, . 

Email: dnobJes@towncs.net 

and 

Benjamin H. Dickens; Jr., Regulatory Counsel 
Blooston, Mordkofsky, Dickens, Duffy & Prendergast, LLP 
2120 L Street NW, Suite 300 
Washington, DC 20037 
Telephone: (202) 659-0830 
Facsimile: (202) 828-5568 
Email: bhd@blooslonlaw.com 

Decision Appealed 

Walnut Hill appeals Finding 2a of the USAC Management Response and the KPMG LLP audit 
report, dated August 4, 2010, which states: "Twenty six of the 30 exceptions related to lease 
payments, of$94,717 per month, for Vehicles and Other Work Equipment, made by the Beneficiary 
to its parent company (lTI), were unsupported. In addition, these lease payments were not in 
compliance with FCC Rules and Orders governing affiliate transactions and were determined using a 
"fair market value" rate, when the Rules require that such transactions be recorded on a fully 
distributed cost basis. These expenses totaled $2,117,978: $] ,059,0] 0 for 2004 and $1,058,968 tor 
2005." 

The USAC Management Response states that: "USAC High Cost management concurs with the 
auditor. The Carrier does not have docwnentation consistent with Part 32 rules necessary to support 
acCO\Ult data reported in its filings with the National Exchange Carrier Association (NECA) and 
USAC." The USAC Management Response fUrther states: "As directed by the FCC, USAC is 
obligated to implement all recommendations arising from the audits including recovery of funds that 
may have been improperly disbursed to beneficiaries. Therefore, USAC will recover High Cost 
support in the amount of $447,967." 

Walnut Hill appeals these findings and statements with respect to Other Work Equipment. Walnut 
I·Jill also appeals the USAC determination to recover that portion of the $447,967 associated with its 
Finding 2a with respect to Other Work Equipment. 

Basis of Appeal 

Fair Market Value is the Most Accurate Method to :Determine 
OtherWork Equipment Expense 

USAC has rejected all the lease payments made by Walnut Hill to TIl because such payments were 
not based on fully distributed cost. However, it is not reasonable to expect a small company such as 
Walnut Hill to purchase the Other Work Equipment identified on Attachment A because this 
equipment is capital intensive and it would not be economic for a small company to do so. 

2 
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Moreover, as shown in Attachment A, the most reasonable and economic course for WaInut Hill was 
to lease this equipment from Tn. As shown in Attachment A, in most cases, Walnut Hill would 
have been charged a lease rate greater than the rate it paid if Walnut Hill had leased this equipment 
from a third-party vendor. Further, even though the lease rate paid by Walnut Hill was greater than 
the third-party rate for a few items of equipment, overall Walnut Hill's lease expense was 
significantly reduced by leasing the equipment from TTL Walnut Hill obtained the third-party Jease 
rates from Mr. Jimmy Kuykendall of Equipment World Inc., by letter dated June 22, 2010, which is 
attached hereto as Attachment B. Therefore, by obtaining a discounted lease rate from ITI for mo~1 
of the equipment, Walnut Hill was able to significantly reduce its lease expense for Other Work 
Equipment. 

Accordingly, the Commission's rule should not be applied in this case. Walnut Hill requests USAC 
to consider its fair market value data and issue a revised finding. 

II. Conclusion 

Based on the foregoing, Walnut Hill asks USAC to revise its [mdings as discussed herein. 

3 

Respectfully submitted, 
WALNUTJDLL TELEPHONE COMPANY 

By, \ ~ 117)/~~~. &J5 
njamin H. Dickens, Jr. (J / f if 

Its Attorney 



Attachment A 

Monthly Annual 3rd-Party Annual 
Lease Rate Leese Lease Rate Lease 

T.;sS TAMPER 150.00 1,800.00 $ 500.00 6,000.00 
T-121 FREIGHTLINER 943.94 11,327.28 $ 2,000.00 24,000.00 
T-41 I<:VV BY DAY 2,599.00 31,188 .00 $ 4,000 .00 48,000.00 
T-30 &T-31 TRAILERS (2) 1,200.00 14,400.00 $ 1,200.00 14,400.00 
T-01 TILTBED 500.00 6,000.00 $ 600.00 7,200.00 
T-21 06 CAT 7,BOO.00 93,600.00 $ 6,500.00 78,000.00 
T-23 BACKHOE 1,BOO.00 21,600.00 $ 2,250.00 27,000.00 
T-45 LOWBOY 300.00 3,600.00 $ 1,500.00 1B,000.00 
T-46 CASE DOZER 1,BOO.00 21,600.00 $ 2,250.00 27,000.00 
T-49 D7G DOZER 7,600.00 93,600.00 $ 9,000.00 10B,000.00 
T-52 D7G DOZER 7,BOO.00 93,600.00 $ 9,000.00 10B,000.00 
T-60 CHIPPER 450.00 5,400.00 $ 500.00 6,000.00 
T-51 D7G DOZER 7,BOO.00 93,600.00 $ 9,000.00 10B,000.00 
T-66 JD DOZER 1,800.00 21,600.00 $ 4,500.00 54,000.00 
T-27 5BoSL BACKHOE 1,800.00 21,600.00 $ 2,250.00 27,000.00 
T-42 T420 MAC 3,000.00 36.000.00 $ 2,000.00 24,000.00 
T-163 CAT GEN AT BRADLEY 1,450.00 17,400.00 $ 2,000.00 24,000.00 
T.-164 CAT GEN AT WINTROP 1,450.00 17,400.00 $ 2,000.00 24,000.00 
T-146 thru T148 G6100R GENERATOR (3) 4,050.00 48,600.00 $ 2,250.00 27,000.00 
T-15o & T-151 ONAN PR05000E (2) 2,700.00 32,400.00 $ 1,500.00 18,000.00 
T-152 thru T·155 CRAFTSMAN 4200 (4) 4,200.00 50,400.00 $ 3,000.00 36,000.00 
T-38 475 CASE 1,800.00 21,600.00 $ 4,500.00 54,000.00 
T·25 BACKHOE 580K 1,800.00 21,600.00 $ 2,250 .00 27,000.00 
T-68 BACKHOE 5aOK 1,800.00 21,600.00 $ 2,250 .00 27,000.00 
T-36 450 DOZER 1,800.00 21,600.00 $ 4,500.00 54,000.00 
T-06 TRENCHER 8500 VERMEER 3,750.00 45,000.00 $ 4,500.00 54,000 00 
T-77 REEL TRAILER 300.00 3,600.00 $ 600.00 7,200.00 
T-33 MAXI SNEAKER 1,350.00 16,200.00 $ 1,750.00 21,000.00 
T-113 BELSHE TRAILER 325.00 3,900.00 $ 600.00 7,200.00 
T-114 BELSHE TRAILER 8M 300.00 3,600.00 $ 600.00 7,200.00 
T-70 LOCATOR 145.00 1,740.00 $ 250 .00 3,000.00 
T-71 DW ROD PUSHER 350 .00 4,200 .00 $ 500.00 6,000.00 
T-7B OW WIDIGGING ATT 3,750 .00 45,000.00 $ 4,500.00 54,000.00 
T-81 MARLOW MUD PUMP 300.00 3,600.00 $ 500.00 6,000.00 
T-72 BLUE TRAILER & T32 700.00 B,400.00 $ 1,500.00 1B,OOO.00 
T-123 D4CAT 7,800.00 93,600.00 $ 4.500.00 54,000.00 

87,662 S4 1,051,955.28 101.100.00 1,213,200.00 
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June 22, 2010 

Johnny Ross 
Townes Telecommunications, Inc. 
120 East 1 st Street 
Lewisville, AR 71845 

Dear Johnny: 

Attachment B 

Per your rl!Quest, I have researt:hed rental rates from the 2004-5 time frarne. Please review the table below. If there 
is anything else I can do, please let me know. 

ITEM SIZE WEEKLY ..aHTHl.Y HOURLY APPIJcABLE 

DE9CfilPT1Of1 ClASS RATE RATE RATE EOUIPllEHl (T f.) 

AllTOIIOBIl.ES 

Small Trud; I SUV GVWR < 6,000 LB $176 $500 sa. aa, 26.86, 14. 59, 62, 88 

Full Size Tn.d< I SUV GVWA 6-8,000 LB $285 $850 10, !lIl, W,141 

314 Ton Truck GVWR 8·10,000 LB $350 $1,000 40 

1 Ton Truck GVWA >1D,ooo LB $425 $1,250 !iO.115 

TRUcKs I TlIAll..ERS 

T1lJCk T raclcr GVWA >50,000 LB $675 $2,000 121,41, i:!, 

Lowboy Trailer GVWA 70-110,000 LB $500 $1,500 4S 

UIU~y Trailsf GVWR ~,OOO LB $200 $600 01,SI, 113,114 • 

• Truck Tll!(;tor wI LO'oWoy (OP9rBtor &'1uel) $200 41 

HEAVY EQUIPMENT 

Large Crawler Tractor / Bulldozsr 200 HP /45,000 LB $2.850 $9,000 51,52 

lAedum Cra-Mer Trac10r I Buldozer 140 HP /36,000 LB $2,200 $6.500 21 

Small Qa.,.jer T raclor f Bulldozer 80 HP 126,000 LB $1,500 $4,500 88,38,38, 123 

Loader I Backhoe 80 HP /20,000 LB $750 $2,250 69, 54,25,23, 

QEIIIERATOfIS 
DiK91-Po~, Tralar-Mounled 4O-60KW $675 $2,000 157,168 

Gas-Powered Portable <10KW $250 $750 14e, 150. 152 

TRENCHERS 
Diesel-Powered, Selt-Propelllld 70-90HP $1,500 $<4.500 08, &1 
Oies*Powered, Self-PropeUed <70HP $585 $1,750 07 

UISCI:U.ANEOUS 
Plate Vibrator $176 $500 65 

ChIpper $175 $600 80 

Locator $B5 $250 122 

Rod Pusher $175 $500 71 

Mud Pump $175 $500 01 

Thank you, 

~' 
Jimm~ 

18811 E, Admiral PI., Tulsa, OK 74015-2857, USA 
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USAC 
Administrator's Decision on High Cost Program BeneFICiary Appeal 

Via Email and Certified Mail 

October 24, 2011 

Deborah Nobles 
Townes Teleconununications Services Corporation 
505 Plaza Circle, Suite 200 
Orange Park, FL 32073-9409 

Re: Appeal of the 2009 FCC Office of Inspector General USF Audit Improper 
Payment Infonnation Act (IPIA) Audit of High Cost Program Beneficiary: 
Walnut Hill Telephone Company (SAC 401729), Follow-up Audit Report He-
2009-FL-056 for Audit Report HC-2007-166 

Dear Ms. Nobles: 

The Universal Service Administrative Company (USAC) has reviewed the appeal you filed on 
behalf of Walnut Hill Telephone Company (Walnut HilI), dated November 29, 2010, 
concerning USAC's decision to recover ~447 ,967 in previously paid High Cost Program 
support disbursed for the 12-month period ending June 30,2007. The recovery amount was 
determined by an audit of Walnut Hill conducted byKPMG LLP, under the FCC Office of 
Inspector General (OlG) Universal Service FWld (USF) audit program. 

Walnut Hill appealed the results offmding HC2009FLOS6-F02(a) and requested that USAC 
rescind its decision to recover this support by waiving the applicable FCC rule. USAC is not 
authorized to waive Commission rules. 

Decision on Appeal: Denied. USAC has detennined that $447,967 should be recovered. 

Discussion 

Walnut Hill makes equipment lease payments to its parent company. ITI. As part of the 
audit, it was detennined. that some of these expenses were unsupported. In addition, 
these payments did not comply with FCC rules that state that affiliate transactions must 
be recorded on a fully distributed. cost basis. Walnut Hill, in its appeal, maintained that it 
was reasonable to lease the equipment from the parent company because if Walnut Hill 
had not leased from TIl, it would not have been able to afford leasing equipment from a 

RECEIVED OCT 2 5 2011 
2000 l Street, N.W. SuHe 200 Washington. DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usacorg 
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Ms Deborah Nobles 
Walnut Hill Telephone Company 
October 24, 20 II 
Page 2 of3 

third party vendor. Walnut Hill further asserted that the use of the fair market value is 
appropriate in this case and asked that the FCC rule not be applied. I 

HC2009FL056-F02-Unsupported and Inaepropriately Classified ~nses 
In this fmding, 30 exceptions were identified relating to lease payments. Of these 
exceptions, 26 were identified as not having supporting documentation. In addition, 
these lease payments were not in compliance with FCC regulations governing affiliate 
transactions since they were determined using the fair market value method and not 
recorded on a fully distributed cost basis.2 

Walnut Hill asserted that the company is too small to record services at fully distributed 
cost and leases its equipment from its parent company at fair market value. In its appeal, 
Walnut Hill provided an attachment that outlines what its lease payments are in . 
comparison to what a third party lease rate would be.) Walnut Hill pointed out that 
leasing from TI1 is cheaper than leasing from a third-party vendor in most cases and 
concluded its appeal by requesting that USAC consider allowing the use of the fair 
market value instead of applying the FCC rule on affiliate transactions. 

While USAC does not dispute Walnut Hill's assertion concerning its lease expense, 47 
C.F.R. § 32.27(c)(3) specifies that "services received by a carrier from its affiliate(s) that 
exist solely to provide services to members of the camer's corporate family shall be 
recorded at fully distributed cost.',4 USAC recognizes the carrier's assertion that it may 
"have been charged a lease rate greater than the rate it would have paid if [it] had leased 
this equipment from a third-party vendor"s other than TTL However, as KPMG stated in 
the audit report, rn provides vehicle and equipment lease services solely to the 
beneficiary,6 therefore the carrier is obHgated to follow the requirements of 47 C.F.R. § 
32.27(c)(3), which obligate it to record the lease expense at the fully distributed cost. 

Walnut Hill's appeal did not dispute its non compliance with 47 C.F.R. § 32.27(c)(3). 
Rather, Walnut Hill's requested that USAC consider "[Walnut Hill's] fair market value 

I Letter from Benjamin H. Dickens, Jr. ofBJooston, Mordkofslc:y, Dickens, Duffy & Prendergast, LLP for 
Walnut Hill Telephone Company to High Cost Iffid Low Income Division, USAC, dated Nov. 29,20)0, 
page 3 (WalnuJ Hill Appeal Letter). 
1 Letter and Independent Accountants Report No. HC-2009-FL056 from KPMG LLP to Walnut Hill 
Telephone Company, dated Aug. 4, 2010, page 2 (Independent Accountants Report). 
) Walnut Hill Appeal Letter, Attachment A. 
, 47 C.F.R. § 32.27(cX3) ("Threshold. For purposes of this section, carriers arc requircd. to make a good 
faith determination of fair market value for a service when the total aggregate annual value oftha! service 
reaches or exceeds $500,000 per affiliate. When a carrier reaches or exceeds the S500,ooO threshold for a 
particular service fur the first time, the carrier must perfonn the market valuation and value the transaction 
in accordance with the affiliate transactions rules on a going-forward basis. All services received by II 
carrier from its affiliate(s) that exist solely to provide services to members of the carrier's corporate family 
shall be recorded at fully distributed cost"). 
5 Walnut HflI Appeal Leller, page 3. 
6 Independent Accollnts Report, page 16. 
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Walnut Hill Telephone Company 
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data'" in contravention of the Commission rule discussed above. USAC is not authorized 
to waive FCC rules. Therefore, USAC hereby denies the appeal and will recover 
$447,967 in High Cost Support. 

USAC Action and Walnut Hill Appeal Right~ 

In its appeal letter to USAC, Walnut Hill did not appeal the results of HC2009FL056-FOl 
with a monetary effect of $784,041, HC2009FL056-F03 with a monetary effect of 
$312,309, HC2009FL056-F04 with a monetary effect of$53,351, HC2009FL056-F05 
with a monetary effect of $33,252, HC2009FLOS6-F06 with a monetary effect of $6,600 
and HC2009FL056-COl with a monetary effect of$282.8 These amounts have been 
recovered. 

USAC hereby denies Walnut Hill's appeal and will recover of $447,967 in previously paid 
High Cost Program support within sixty (60) days of the receipt of this decision through the 
monthly disbursement process. If the recovery amount exceeds the current month's 
disbursement, USAC will oontinue to net the recoveQ' amount against subsequent monthly 
disbursements. USAC also reserves the right in its discretion and at anytime 10 issue an 
invoice to Walnut Hill for aU or a portion of the amount to be recove~. Ifany further errors 
are found in Walnut Hill's reporting for the period under audit herein, USAC reserves the 
right to recover the financial impact of those deviations. 

lfy.ou-wish ~&l this dt%:isiO,n, you may file an appeal pursuant to the requirements 
47 C.F.R. Part 54 Subpart J. J)ctailed instructions for filing appeals are available at 
: WWW.usac.or c alloUUnl'n -a als.as x. Submitting a waiver to the FCC 

follows the same process as filing an appeal with the FCC. 

Ilsll Universal Service Administrative Company 

7 Wa/17Ut Hill Appeal Leller, page 3. 
I WalrruL Hill Appeal LeUer, page 2. 
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RE: Request for Review by Walnut Hill Telephone Company of a Decision of the Universal 
Service Administrator and Petition for Waiver 
CC Docket No. 96-45 

Dear Ms. Dortch: 

Pursuant to sections 1.3,32.18,54.719 and 54.722 ofthe Commission's rules,1 Walnut 
Hill Telephone Company hereby submits an original and four copies of its Request for Review 
by Walnut Hill Telephone Company ofa Decision of the Universal Service Administrator and 
Petition for Waiver. 

Please do not hesitate to contact the undersigned if there are any questions regarding this 
filing. 

147 CFR 1.3,47 CFR 32.18, 47 CFR 54.719, & 47 CFR 54.722. 


